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SUMVARY

Under the Governnment Code, this bill would require the Trade and Comrerce Agency
(TCA) to designate, upon application of an eligible city, county, or city and
county, value added agriculture |land use econom c (VALUE) zones .

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow qualified taxpayers in a VALUE zone to claima
sales or use tax credit and a business expense deduction and to carry over 100%
of their net operating | osses (NOLs) for a period of 15 years.

EFFECTI VE DATE

This bill would be effective January 1, 2001. The tax incentives would be
operative for taxable and incone years beginning on or after January 1, 2001, and
bef ore January 1, 2013.

PROGRAM HI STORY/ BACKGROUND

California has four types of econom c devel opnent areas that have simlar tax
i ncentives:

Ent erpri se Zones,

Local Agency MIlitary Base Recovery Areas (LAMBRA)
Targeted Tax Area (TTA), and

Manuf act uri ng Enhancenent Areas (MEA)

The follow ng table shows the incentives available to each of the economc
devel opnent areas.

Types of Incentives EZ LAVBRA TTA MVEA

Sal es or Use Tax Credit X X X

Hring Credit X X X X

Enpl oyee Wage Credit X

Busi ness Expense Deduction X X X

Net Interest Deduction X

Net Operating Loss X X X
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SPECI FI C FI NDI NGS

Exi sting federal |aw specifies enpowernent zones and enterprise communities to
provi de economc revitalization of distressed urban and rural areas. The
Secretary of Housing and Urban Devel opnment and the Secretary of Agriculture

desi gnat ed ni ne enpower ment zones and 95 enterprise conmunities from areas

nom nated by state and | ocal governnents (one enterprise conmunity in Inperia
County and one enterprise conmunity in Watsonville). In addition, the Secretary
desi gnated two suppl emental enterprise zones (one in Los Angel es) and four
enhanced enterprise communities (one in Cakl and).

Qual ified zone busi nesses operating in federal enpowernent zones and enterprise
communities are eligible to finance property with exenpt facility private
activity bonds. This exenpt bond is the only tax incentive available to

busi nesses operating in enterprise communities. Two additional tax incentives
are avail able in enpowernent zones: qualified enpowernment zone businesses are
al l oned an additional $20,000 depreciation expense deduction, and enployers are
entitled to a 20%tax credit for the first $15,000 of wages paid to certain
enmpower nent zone enpl oyees.

State or |ocal governments in which enpowernent zones and enterprise conmmunities
are designated are eligible to receive block grants for social services and
econom ¢ devel opnent bl ock grants for use in accordance with the strategic plan
submitted by the state or |ocal governnent in the designation noni nation process.

The state or |ocal governnments in which supplenental enpowernent zones and
enhanced enterprise communities are designated receive econom c devel opnent
grants and social services grants. Businesses that operate in these areas
receive no special tax benefits.

Under the Governnent Code, existing state |aw provides for the designation of
enterprise zones, Local Agency Mlitary Base Recovery Areas (LAMBRA), a Targeted
Tax Area (TTA), and two Manufacturing Enhancenent Areas (MEA). Using specified
criteria, the TCA designates these econom c devel opnent areas fromthe
applications received fromthe | ocal governing bodies. Enterprise zones are
desi gnated for 15 years (except enterprise zones neeting certain criteria may be
extended to 20 years). Eight LAMBRA designations are authorized, at |east one
fromeach of five regions (as specified) of the state. Currently, TCA has

desi gnated three of the eight LAMBRAs, and two ot her areas have received
condi ti onal designation. Each LAVBRA designation is binding for eight years.
The TTA was desi gnated Novenber 1, 1998, and the MEAs were desi gnat ed

Cctober 1, 1998. Both the TTA and MEAs are binding for 15 years begi nning
January 1, 1998.

Under the Revenue and Taxation Code, existing state |aw provi des special tax

i ncentives for taxpayers conducting business activities within economc

devel opnent areas. These incentives include a sales or use tax credit, hiring
credit, business expense deduction, and special net operating |oss treatnent.

Two additional incentives include net interest deduction for businesses that nake
| oans to businesses within the enterprise zones and a tax credit for enpl oyees
working in an enterprise zone.
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This bill would authorize a new type of econonic devel opnment area called a “val ue
added agricultural |and use economi ¢ (VALUE) zone.” This bill would specify that

TCA coul d designate only a city, county, or city and county that mnmeets certain
criteria regarding the agricultural industry, unenploynent rate, and poverty

| evel s. A designation nmade by the TCA would be binding for a period of 12 years
fromthe date of the original designation

This bill would allow a credit for taxpayers in a VALUE zone in an anount equa
to the sales or use taxes paid on the purchase of qualified property purchased
for exclusive use in the zone. The anount of the credit would not be limted to
the tax attributable to zone income. Qualified property would be defined as
machi nery, machi nery parts, and equi pnent purchased for exclusive use within the
VZ. The annual maxi num aggregate val ue of property that would be eligible for
the zone sales or use tax credit would be $1 mllion.

For purposes of the sales or use tax credit, “taxpayer” nmeans a new busi ness or
expansi on of an existing business, |ocated within a VALUE zone, that manufactures
agriculture val ue added products falling within sectors 111 to 115, inclusive,
311 to 339, inclusive, or 541710 of the North Anerican Industry C assification
System These NAICS codes specifically cover the follow ng industries: crop
production; animal production; forestry and |ogging; fishing, hunting, and

trappi ng; support activities for agriculture and forestry; food manufacturing;
beverage and tobacco production; textile mlls; textile production mlls; apparel
manuf acturing; | eather and allied manufacturing; wood products manufacturing;
paper manufacturing; printing and rel ated support activities; petroleum and coal
production; chem cal manufacturing; plastics and rubber products manufacturing;
non-netal lic mneral product manufacturing; primary nmetal manufacturing;
fabricated netal product manufacturing; machi nery manufacturing; conputer and

el ectroni c product manufacturing; electrical equipnent, appliance and conputer
manuf act uri ng; transportation equi pnent manufacturing; furniture and rel ated
products manufacturing; mscellaneous manufacturing; research and devel opnent in
t he physical, engineering, and life sciences.

This bill would allow a “qualified taxpayer” to elect to deduct as a business
expense a specified amount of the cost of qualified property purchased for
exclusive use in the zone. The deduction would be allowed in the taxable year in
whi ch the taxpayer places the qualified property in service. The election would
be made on the original return. The bill would treat the anmbunt of the deduction
as an anount not chargeable to capital account, thereby requiring a reduction in
the basis of the property by the ampbunt of the deduction. The maxi mum deducti on
for all qualified property would be the | esser of (a) 40% of the cost or (b) the
fol | owi ng:

If the property was placed in service in:

Taxabl e or incone year of designation $100, 000
1°' taxable or income year of designation $100, 000
2" taxabl e or inconme year of designation $ 75, 000
3'd taxabl e or incone year of designation $ 75, 000

Each taxabl e year thereafter $ 50, 000
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For purposes of the business expense deduction, “qualified taxpayer” is defined
as a person or entity engaged in a new business or expansion of an existing
business within a VALUE zone that is engaged in those |lines of business described
in specified NAICS sectors.

This bill would provide that a “qualified taxpayer” (person or entity engaged in
t he conduct of a new business or the expansion of an existing business within a
VZ) may elect to carry over 100% of the zone net operating |osses (NOLs) to
deduct from zone income of future years. The zone NOL woul d be detern ned by
computi ng the business | oss then applying a percentage (apportioning) to

cal cul ate the zone portion of the loss. The zone NOL would be a carryover to
each of the 15 taxable or inconme years follow ng the |oss.

Pol i cy Consi derati ons

Zones created by this bill are intended for agricultural areas. In

addition, the bill’s stated purpose is to revive |ocal economes in rural
areas, to | ower unenploynent rates, and to give agriculture-rel ated, val ue
added manufacturers incentives to locate in these areas. However, many of
the sector references fromthe North Anerican Industry Classification System
(NAICS) include business activities unrelated to agriculture products.

This bill would incorporate future changes to the NAICS Manual automatically
since the bill does not specify the "edition" date of this publication. As
a result, unintended industries or taxpayers that could be subsequently

i ncluded or deleted fromthe benefits of this bill w thout further

| egi slative action.

The bill would permt the sales or use tax credit to be applied agai nst
taxes on all incone. Oher incentive areas such as enterprise zones limt
the sales or use tax credit to that portion of the taxpayer’s net tax on
incone attributable to the business conducted within the enterprise zone.

The author’s staff requested draft anmendnents to provide limtations
conmparable to limtations applicable to enterprise zone tax incentives.
Amendnments 3 and 10 would Iimt the sales and use tax zone credit to tax on
incone attributable to the zone.

As requested by the author’s staff, the attached amendnments woul d provide
the qualifying zone taxpayers with a hiring credit and an enpl oyee wage
credit (in addition to the sales and use tax credit, the business expense
deduction, and the NOL deduction provided in the bill). 1In addition, the
amendnments woul d provide the TCA the sane authority as it has in

desi gnati ng, expandi ng, and dedesi gnati ng ot her econom c zones. At the
aut hor’ s request, Amendnments 1, 2, 4, and 11 are provided.

| npl enent ati on Consi derati ons

The sales or use tax credit defines taxpayer as a business that nmanufactures
"agriculture value added products,” but that termis not defined and may
create confusion. Also, the requirenment to manufacture "agricul ture val ue
added products" is not applicable to the other tax incentives provided by
the bill for taxpayers in a VALUE zone. Pursuant to the request of the
author’s staff, the anendnents to the sales or use tax credit have del et ed
this requirenent.
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The term“qualified taxpayer” or “taxpayer” is not used consistently

t hroughout the bill. The author’s staff has requested anmendnents to provide
zone tax incentives to those taxpayers engaged in a trade or business within
a zone and that are engaged in those |ines of business described in sectors
111 to 115, inclusive, 311 to 339, inclusive, or 541710 of the NAICS
Anendments 3, 6, 7, 9, 10, 13, and 15 woul d make the definition of
"qualified taxpayer"” consistent in the bill's various incentive provisions.

For purposes of the sales and use tax credit, this bill would define
“qualified property” as machinery, machinery parts, and equi pnment purchased
for exclusive use within the zone. Anmendnents 3 and 10 would clarify the
term*®“qualified property” and clarify that the property nust be purchased
and placed in service and used exclusively in the zone.

For purposes of the business expense deduction, this bill would provide that
“Section 17267.7 property,” anmpong ot her things, means property that is
purchased and placed in service for exclusive use in an existing trade or
busi ness conducted within a zone. However, a “qualified taxpayer” is
defined as a person or entity engaged in a “new business” or an “expansion
of an existing business.” The terns “new business” and "expansi on of an

exi sting business” are anbi guous and undefined. Upon discussion with the
author’s office, the author’s staff requested anendnents to del ete these
requirenments and limt incentives to taxpayers engaged in a trade or
business in a zone. The attached amendnents reflect the author’s intent.

The sales and use tax credit provision contains a dollar limtation based on
t he aggregate "value" of the qualified property, which would require that a
determ nati on of value be made by the taxpayer and potentially by the
department at a later date. Amendnents 3 and 10 delete the concept of
"value" for the limtation and revise this limtation to be a maxi nrum annua
aggregate cost.

The department would be required to retain the credit carryover, for the
sales and use tax credit, on the tax fornms indefinitely because an unlimted
credit carryover period is allowed. Recent credits have been enacted with a
carryover period limt since experience shows credits are typically used

wi thin eight years of being earned.

Once the inplenentation considerations are resolved, this bill would require
some changes to existing tax forns and instructions and i nformation systens,
whi ch coul d be acconplished during the normal annual update.

Techni cal Consi der ati ons

The busi ness expense deduction | anguage under the PITL, Section 17267.7,
states that it would be operative January 1, 2000. Since the zones could
not be designated until 2001 and the remainder of this bill is operative
January 1, 2001, Amendnent 5 would resolve the timng conflict by providing
consi stent operative dates.

The busi ness expense deduction | anguage under the B&CTL, Section 24356. 9,
does not contain introductory operative date |anguage. Anendnent 12 woul d
add that the section would apply “(a) For each inconme year begi nning on or
after January 1, 2001, and before January 1, 2013, a qualified taxpayer...”
to help clarify when the benefit is available to taxpayers.
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The busi ness expense deduction | anguage under the PITL al so erroneously
refers to “targeted tax area.” Amendnent 8 would correct the reference to
be the “val ue added agriculture |Iand use econonm c (VALUE) zone.”

The busi ness expense deduction | anguage under the B&CTL uses the term “the
enterprise zone.” Anendnent 14 would correct the reference to be “the val ue
added agriculture | and use econom c (VALUE) zone.”

FI SCAL | MPACT

BOARD

Depart nental Costs

Once the inplenentation concerns are resolved, this bill would not
significantly inpact the departnment’s costs.

Tax Revenue Esti mate

The revenue estimte and di scussi on bel ow do not reflect the amendnents
proposed by this bill.

The revenue inpact of this measure per zone is projected as foll ows:

Revenue | npact of the Proposa
(Per Zone)
I ncome/ Taxabl e Years Begi nning On or After
1/ 1/ 2001
(In MI1ions)
2001-2 2002- 3 2003-4
Revenue | npact [Negli gi bl e |[Negli gi bl e [($0.5)

Thi s anal ysi s does not account for changes in enploynent, personal incone,
or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

Revenue | osses under the Personal |nconme Tax Law and the Bank and

Cor poration Tax | aw woul d depend on the nunber of VALUE zones designated and
t he nunber and apportioned tax liabilities of businesses that could take
advant age of the various state tax incentives offered by the bill.

It is not known in advance how many zones woul d be established, the tine
frame, and eligible costs for the tax incentives. The average revenue | oss
attributed to existing enterprise zones in the state is approximately $1
mllion per year per zone (reached after a nunber of years). The proposed
zones in this bill have fewer tax incentives and woul d probably be nore
depressed economically. Estinmates above, therefore, are general orders of
magni tude for each zone authorized by January 1, 2001

POSI T1 ON

Pendi ng.
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Anal yst Roger Lackey
Tel ephone # 845- 3627
At t or ney Patri ck Kusi ak

FRANCH SE TAX BOARD S
PROPOSED AMENDMVENTS TO AB 1977
As Introduced February 18, 2000

AVENDMENT 1
On page 3, line 4 after “and county”, insert:
with an eligible area
AVENDMENT 2

On page 4, between lines 36 and 37, insert:

(f) No nore than 5 value added agriculture |and use econonm c zones shall be
desi gnated at any one tine pursuant to this chapter. Upon the expiration or
term nation of a designation, the agency is authorized to designate another val ue
added agriculture | and use economc zone to maintain a total of 5 value added
agriculture | and use econom c zones.

7091. (a) In the case of any value added agriculture |and use economc

(VALUE) zone, a city or county, or city and county, nay propose that the VALUE
zone be expanded by 15 percent to include definitive boundaries that are
contiguous to the VALUE zone. The agency nay approve that expansi on based upon
the criterion specified in subdivision (b) of Section 7090.

(b) A VALUE zone that is located in the unincorporated area of a county may
propose to use eligible expansion allotnment to expand into an adjacent city or
cities pursuant to this section if the agency finds that the governing body of
the local agency with jurisdiction over the existing VALUE zone and the governing
body of the local agency with jurisdiction over the proposed expansion area each
approve the expansi on by adoption of an ordi nance or resol ution.

(c) (1) Except as otherw se provided in paragraph (2), in no event shall a
VALUE zone be permitted to expand nore than 15 percent in size fromits size on
the date of original designation

(2) If a VALUE zone, on the date of original designation, is no greater than
13 square mles, it may be permtted to expand up to 20 percent in size fromits
size on the date of original designation

7092(a) The agency may audit the program of any jurisdiction in any designated
val ue added agriculture | and use econom c zone at any time during the duration of
t he designation, as appropriate, or at |east every five years fromthe date of
desi gnation or the operative date of this section, whichever is the latest. The
matters to be exam ned in the course of an audit shall include an exam nation of
the progress nade by the zone toward neeting the goals, objectives, and
commtments set forth in its original application and the agency's nenorandum of
under standing with the zone.
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(b) The agency shall, for each audit, determne a result of superior, pass, or
fail in accordance with subdivision (c). The results of each audit shall be based
upon the success of the zone in making substantial and sustained efforts since
the later of its designation or last audit to neet the standards, criteria, and
conditions contained in the application. 1In each audit, the agency shall focus
upon the zone's use of the marketing plan, |ocal incentives, financing prograns,

j ob devel opnment, and program nmanagenent as described in the application. The
agency shall also evaluate the vouchering plan, zone staff |evels, zone budget,
and el enents unique to each application

(c) For purposes of subdivision (b), an audit determ nation of superior, pass,
or fail shall be made in accordance with the foll ow ng

(1) A zone will be determined to be superior if each jurisdiction conprising
the zone does all of the foll ow ng:

(A) Meets 100 percent of its goals, objectives, and conmtnents as defined in
its application or nmost recent audit, and as determ ned by the agency in
consultation with the zone. An equivalent or simlar commtnment may be
substituted for an existing commtnent of a zone if it is determ ned by the
agency that an original commtnment was not realistically practical or is no
| onger relevant.

(B) Denpbnstrates that it has reviewed and updated its goals, objectives, and
commtments as defined in its original application or nbost recent audit.

(C ldentifies to the agency's satisfaction that it has incorporated economc
devel opnent conmitnents in addition to those comitnents previously made in its
appl i cati on.

(2) (A A zone will be determned to be passing if each jurisdiction
conprising the zone neets or exceeds 75 percent of its goals, objectives, or
commtments as defined in its original application or audit, and as determ ned by
the agency in consultation with the zone. An equivalent or simlar commtnent may
be substituted for an existing conmtnent of a zone if it is determ ned by the
agency that an original commtnment was not realistically practical or is no
| onger relevant.

(B) Any zone that is determned to be passing may appeal in witing to the
agency for a determ nation of superior. Only one appeal may be filed pursuant to
this subparagraph with respect to a determ nation by the agency, and may be filed
no later than 30 days after the zone's receipt of the determination to which the
appeal pertains. The agency shall respond in witing to any appeal that is
properly filed pursuant to this subparagraph within 60 days of the date of that
filing.

(3) (A Azone will be determned to be failing if any jurisdiction conprising
the zone fails to neet or exceed 75 percent of its goals, objectives, or
commtments as defined in its original application or audit, and as determ ned by
the agency in consultation with the zone. An equivalent or simlar commtnent may
be substituted for an existing conmtnent of a zone if it is determ ned by the
agency that an original commtnment was not realistically practical or is no
| onger relevant.

(B) Any zone that is determned to be failing shall enter into a witten
agreenent with the agency that specifies those itens that the zone is required to
remedy or inprove. Failure of the zone and the agency to negotiate and enter into
a witten agreenment as so described within 60 days of the |ast day upon which the
agency is required to deliver a response |etter pursuant to subparagraph (C
shall result in the dedesignation of the zone on January 1 inmediately follow ng
the agency's witten notice of dedesignation to the zone. A witten agreenent
entered into pursuant to this subparagraph shall be for a six-nonth period. If,
upon the expiration of the agreenment, the agency determ nes that the zone has not
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met or inplenented at |east 75 percent of the conditions set forth in the
agreenent, the agency shall, after immediately providing witten notification to
each jurisdiction conprising the zone that the zone is to be dedesignated,

dedesi gnate the zone effective on the first day of the nmonth next follow ng the
dat e upon which the agreement expired. If, upon expiration of the agreenent, the
agency determines that the zone has nmet or inplenented at | east 75 percent of the
conditions set forth in the agreenent, the agency shall do either of the
fol | owi ng:

(i) Allow the zone an additional year, or a longer period in the agency's
di scretion, to neet or inplenent those conditions in their entirety.

(ii) Pursuant to witten notice provided inmediately to each jurisdiction that
conprises the zone that the zone is to be dedesi gnated, dedesignate the zone
effective on January 1 imrediately follow ng the date of the agency's witten
notification of dedesignation to those jurisdictions. Any business, |ocated
within any jurisdiction that conprises a zone that has been dedesignated, that
has elected to avail itself of any state tax incentive specifically applicable to
a zone for any taxable or inconme year beginning prior to the dedesignation of the
zone may, to the extent the business is otherwise still eligible for those
i ncentives, continue to avail itself of those incentives for a period equal to
the remaining life of the zone. However, any business, |located within any
jurisdiction that conprises a zone that has been dedesignated, that has not
availed itself of any state tax incentive in the manner described in the
precedi ng sentence may not, after dedesignation of the zone, avail itself of any
state incentive specifically applicable to a zone.

(d) (1) For purposes of this paragraph, "dedesignation" neans that a zone is no
| onger a zone for purposes of Section 7090.

(2) Upon notification by the agency of the dedesignation of a zone and the end
of the appeal period with respect to that dedesignation, the agency shal
initiate an application process for a new designation as provided in Section
7090.

7093. (a) The agency shall dedesignate a zone on the first day of the nonth
imedi ately foll owing the date upon which the agency has received from each
jurisdiction conprising the zone a resolution, adopted by the governi ng body of
that jurisdiction, requesting the dedesignation of the zone. Upon the
dedesi gnati on of a zone pursuant to this paragraph, the agency shall initiate an
application process for a new designation as provided in Section 7090.

(b) The agency shall exclude froma zone that portion of that zone that is
located within a jurisdiction on the first day of the nonth inmedi ately foll ow ng
t he date upon which the agency receives fromthat jurisdiction a resolution
adopted by the governing body of that jurisdiction, requesting that exclusion.
Any jurisdiction that provides notice to the agency pursuant to this paragraph
shall concurrently provide a copy of that notice to all other jurisdictions that
conprise the affected zone.

(c) Any business, located within any jurisdiction that conprises a zone that
has been dedesignated or within a jurisdiction that has excluded itself froma
zone, that has elected to avail itself of any state tax incentive specifically
applicable to a zone for any taxable or income year beginning prior to the
dedesi gnati on of the zone or the exclusion of a jurisdiction conprising the zone
may, to the extent the business is still otherwi se eligible for those incentives,
continue to avail itself of those incentives for a period equal to the renaining
life of the zone. However, any business, located within any jurisdiction that
conpri ses a zone that has been dedesignated or within a jurisdiction that has
excluded itself froma zone, that has not availed itself of any state tax
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incentive in the manner described in the precedi ng sentence may not, after
dedesi gnation of the zone, avail itself of any state incentive specifically
applicable to a zone.

(d) For purposes of this section, "dedesignation” is defined as set forth in
par agraph (1) of subdivision (d) of Section 7092.

AVENDIVENT 3
On pages 4 and 5, anmend SEC. 3 of the bill to read as foll ows:
SEC. 3. Section 17053.44 is added to the Revenue and Taxation Code, to read:

17053.44. (a) For each taxabl e year beginning on or after January 1, 2001, and
bef ore January 1, 2013, there shall be allowed as a credit against the "net tax,"
as defined in Section 17039, an anbunt equal to the sales or use tax paid or
incurred by a qualified taxpayer during the taxable year in connection with the
purchase of qualified property, but only to the extent that the cost of the

qualified property does not exceed a—vatlue—of one mllion dollars ($1, 000, 000).
(b) For purposes of this section:

(1) “Faxpayer* -ness. i Pexi-sting-busi-ness.

— "Qualified
t axpayer"” means a person that neets both of the foll owi ng requirenents:

(A) Is engaged in a trade or business within a value added agriculture |and
use econom ¢ (VALUE) zone designated pursuant to Chapter 12.9 (conmencing with
Section 7090) of Division 7 of Title 1 of the Governnent Code.

(B) I's engaged in those lines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American |ndustry
C assification System (NAICS).

(2) In the case of any pass-through entity, the determ nati on of whether a
taxpayer is a qualified taxpayer under this section shall be made at the entity
| evel and any credit under this section shall be allowed to the pass-through
entity and passed through to the partners or shareholders in accordance with
applicable provisions of this part or Part 11 (commencing wth Section 23001).
For purposes of this paragraph, the term "pass-through entity" neans any
partnership or S corporation.

2)r (3) "Qualified property" neans:

(A) wmVachinery, machinery parts, and equi pnent purchased for exclusive use
wi thin the value added agriculture |and use econom c zone.

(B) The total cost of qualified property purchased and placed in service in
any taxable year that may be taken into account by any taxpayer for purposes of
claimng this credit shall not exceed one mllion dollars ($1, 000, 000).

(C The qualified property is used by the taxpayer exclusively in a val ue
added agriculture | and use econom c zone.

(D) The qualified property is purchased and placed in service before the date
t he val ue added agriculture | and use econom c zone designation expires, is no
| onger binding, or becones inoperative.

(c) In the case where the credit allowed by this section exceeds the "net tax,"
the excess may be carried over to reduce the "net tax" in the foll ow ng year, and
succeedi ng years if necessary, until the credit is exhausted.
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(d) hi on h emain N e v ynt i Decenbe —20 - nd O ha e
i — (1) The anount of the credit otherw se all owed under this section and
Section 17053.76, including any credit carryover fromprior years, that my
reduce the "net tax" for the taxable year shall not exceed the anmount of tax
whi ch woul d be i nposed on the taxpayer's business incone attributable to the
val ue added agriculture | and use econom c zone determined as if that attributable
i ncone represented all of the inconme of the taxpayer subject to tax under this
part.

(2) Attributable incone shall be that portion of the taxpayer's California
source business incone that is apportioned to the val ue added agriculture |and
use economic zone. For this purpose, the taxpayer's business incone attributable
to sources in this state first shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11. That business income shall be further
apportioned to the val ue added agriculture | and use econonm c zone in accordance
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, nodified
for purposes of this section in accordance with paragraph (3).

(3) Business inconme shall be apportioned to the val ue added agriculture | and
use economc zone by multiplying the total California business incone of the
t axpayer by a fraction, the nunerator of which is the property factor plus the
payroll factor, and the denom nator of which is two. For purposes of this
par agr aph:

(A) The property factor is a fraction, the nunerator of which is the average
val ue of the taxpayer's real and tangi bl e personal property owned or rented and
used in the value added agriculture | and use econom c zone during the taxable
year, and the denom nator of which is the average value of all the taxpayer's
real and tangi bl e personal property owned or rented and used in this state during
t he taxabl e year.

(B) The payroll factor is a fraction, the nunerator of which is the total
anount paid by the taxpayer in the value added agriculture | and use econom c zone
during the taxabl e year for conpensation, and the denom nator of which is the
total conpensation paid by the taxpayer in this state during the taxable year.

(4) The portion of any credit remaining, if any, after application of this
subdi vision, shall be carried over to succeeding taxable years, as if it were an
anount exceeding the "net tax" for the taxable year, as provided in subdivision
(c).

(e) Any taxpayer who elects to be subject to this section shall not be entitled
to increase the basis of the qualified property as otherw se required by Section
164(a) of the Internal Revenue Code with respect to sales or use tax paid or
incurred in connection with the taxpayer’'s purchase of qualified property.

(f) This section shall remain in effect only until Decenber 1, 2013, and as of
that date is repeal ed.

(g) If the qualified property is disposed of or no | onger used by the taxpayer
in the value added agriculture | and use econonmic zone, at any tinme before the
cl ose of the second taxabl e year beginning after the property is placed in
service, the amount of the credit previously clained, with respect to that
property, shall be added to the taxpayer's tax liability in the taxable year of
t hat di sposition or nonuse.
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AVENDMVENT 4
On page 5, between lines 27 and 28, insert:
SEC. . Section 17053.76 is added to the Revenue and Taxati on Code, to read:

17053.76. (a) There shall be allowed a credit against the "net tax" (as defined
in Section 17039) to a qualified taxpayer who enploys a qualified enployee in a
val ue added agriculture | and use econom c zone during the taxable year. The
credit shall be equal to the sum of each of the follow ng:

(1) Fifty percent of qualified wages in the first year of enploynent.

(2) Forty percent of qualified wages in the second year of enploynent.

(3) Thirty percent of qualified wages in the third year of enploynent.

(4) Twenty percent of qualified wages in the fourth year of enploynent.

(5) Ten percent of qualified wages in the fifth year of enpl oynent.

(b) For purposes of this section:

(1) "Qualified wages" neans:

(A) (i) That portion of wages paid or incurred by the taxpayer during the
taxabl e year to qualified enpl oyees that does not exceed 150 percent of the
m ni num wage.

(B) Wages received during the 60-nonth period beginning with the first day the
enpl oyee commences enpl oynment with the taxpayer. Reenploynent in connection with
any increase, including a regularly occurring seasonal increase, in the trade or
busi ness operations of the taxpayer does not constitute comrencenent of
enpl oynment for purposes of this section.

(© Qualified wages do not include any wages paid or incurred by the taxpayer
on or after the value added agriculture | and use econonic zone expiration date.
However, wages paid or incurred with respect to qualified enpl oyees who are
enpl oyed by the taxpayer within the value added agriculture | and use economc
zone within the 60-nmonth period prior to the zone expiration date shall continue
to qualify for the credit under this section after the zone expiration date, in
accordance with all provisions of this section applied as if the val ue added
agriculture | and use econom c zone designation were still in existence and
bi ndi ng.

(2) "M nimum wage" neans the wage established by the Industrial Wlfare
Conmi ssion as provided for in Chapter 1 (commencing wth Section 1171) of Part 4
of Division 2 of the Labor Code.

(3) "Zone expiration date" nmeans the date the val ue added agriculture |and use
econom ¢ zone designation expires, is no |longer binding, or becones inoperative.

(4) (A "Qualified enployee" neans an individual who neets all of the follow ng
requi renents:

(i) At least 90 percent of whose services for the taxpayer during the taxable
year are directly related to a value added agriculture | and use econom c zone
enterprise zone.

(1i) Perfornms at |east 50 percent of his or her services for the taxpayer
during the taxable year in a value added agriculture |and use econom c zone.

(iii) I's hired by the taxpayer after the date of original designation of the
area in which services were perfornmed as a val ue added agriculture | and use
econoni c zone.

(iv) Is any of the follow ng:

(I') I'mmediately preceding the qualified enployee's commencenent of enpl oynent
with the taxpayer, was a person eligible for services under the federal Job
Training Partnership Act (29 U S.C. Sec. 1501 et seq.), or its successor, who is
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receiving, or is eligible to receive, subsidized enploynment, training, or
services funded by the federal Job Training Partnership Act, or its successor.

(I'1) Inmedi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a person eligible to be a voluntary or mandatory
regi strant under the G eater Avenues for |ndependence Act of 1985 (GAIN) provided
for pursuant to Article 3.2 (commencing with Section 11320) of Chapter 2 of Part
3 of Dvision 9 of the Welfare and Institutions Code, or its successor.

(I11) I'mediately preceding the qualified enployee's commencenent of
enpl oyment with the taxpayer, was an economnically di sadvantaged i ndivi dual 14
years of age or ol der.

(I'V) Inredi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a dislocated worker who neets any of the follow ng:

(aa) Has been terminated or laid off or who has received a notice of
term nation or layoff fromenploynment, is eligible for or has exhausted
entitlenent to unenpl oynment insurance benefits, and is unlikely to return to his
or her previous industry or occupati on.

(bb) Has been term nated or has received a notice of term nation of enpl oynent
as a result of any permanent closure or any substantial |ayoff at a plant,
facility, or enterprise, including an individual who has not received witten
notification but whose enpl oyer has nmade a public announcenent of the closure or
| ayoff.

(cc) Is long-termunenpl oyed and has limted opportunities for enpl oynent or
reenpl oynent in the sanme or a simlar occupation in the area in which the
i ndi vi dual resides, including an individual 55 years of age or ol der who rmay have
substantial barriers to enploynent by reason of age.

(dd) Was self-enmployed (including farmers and ranchers) and i s unenployed as a
result of general econonmic conditions in the community in which he or she resides
or because of natural disasters.

(ee) Was a civilian enpl oyee of the Departnent of Defense enployed at a
mlitary installation being closed or realigned under the Defense Base Cl osure
and Real i gnment Act of 1990.

(ff) Was an active menber of the arned forces or National Guard as of
Sept enber 30, 1990, and was either involuntarily separated or separated pursuant
to a special benefits program

(gg) Is a seasonal or mgrant worker who experiences chronic seasona
unenpl oynent and underenpl oynment in the agriculture industry, aggravated by
conti nual advancenents in technol ogy and nechani zati on

(hh) Has been termnated or laid off, or has received a notice of termnation
or layoff, as a consequence of conpliance with the Cean Air Act.

(V) I'mediately preceding the qualified enployee's cormmencenent of enpl oynent
with the taxpayer, was a disabled individual who is eligible for or enrolled in,
or has conpleted a state rehabilitation plan or is a service-connected di sabl ed
veteran, veteran of the Vietnamera, or veteran who is recently separated from
mlitary service.

(VI) Inmediately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was an ex-offender. An individual shall be treated as
convicted if he or she was placed on probation by a state court without a finding
of guilt.

(VIl1) I'mediately preceding the qualified enployee's commencenent of
enpl oyment with the taxpayer, was a person eligible for or a recipient of any of
the foll ow ng:

(aa) Federal Supplenental Security |Incone benefits.

(bb) Aid to Famlies with Dependent Children

(cc) Food stanps.
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(dd) State and | ocal general assistance.

(VI11) Inrediately preceding the qualified enpl oyee's conmmencenent of
enpl oyment with the taxpayer, was a nenber of a federally recognized Indian
tribe, band, or other group of Native Anmerican descent.

(I'X) Inredi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a resident of a targeted enploynent area, as defined in
Section 7072 of the Governnent Code.

(X) I'mediately preceding the qualified enployee's commencenent of enpl oynent
with the taxpayer, was a nenber of a targeted group, as defined in Section 51(d)
of the Internal Revenue Code, or its successor.

(B) Priority for enploynent shall be provided to an individual who is enrolled
in a qualified programunder the federal Job Training Partnership Act or the
G eater Avenues for Independence Act of 1985 or who is eligible as a nenber of a
targeted group under the Work Opportunity Tax Credit (Section 51 of the Interna
Revenue Code), or its successor.

(5) (A "Qualified taxpayer" neans a person that mnmeets both of the foll ow ng
requi renments:

(i) Is engaged in a trade or business within a value added agriculture |and
use econom ¢ (VALUE) zone designated pursuant to Chapter 12.9 (conmencing with
Section7090) of Division 7 of Title 1 of the Governnent Code.

(ii) Is engaged in those |ines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American |Industry
Cl assification System (NAICS).

(B) In the case of any pass-through entity, the determ nation of whether a
taxpayer is a qualified taxpayer under this section shall be nmade at the entity
| evel and any credit under this section shall be allowed to the pass-through
entity and passed through to the partners or shareholders in accordance with
applicable provisions of this part or Part 11 (commencing wth Section 23001).
For purposes of this paragraph, the term "pass-through entity" neans any
partnership or S corporation.

(6) "Seasonal enploynment" neans enpl oynent by a taxpayer that has regul ar and
predi ctabl e substantial reductions in trade or business operations.

(c) The taxpayer shall do both of the foll ow ng:

(1) Obtain fromeither the Enpl oynent Devel opnment Departnent, as permitted by
federal law, or the local county or city Job Training Partnership Act
adm nistrative entity or the local county GAIN office or social services agency,
as appropriate, a certification which provides that a qualified enpl oyee neets
the eligibility requirenments specified in clause (iv) of subparagraph (A) of
paragraph (4) of subdivision (b). The Enpl oynent Devel opnment Departnment may
provide prelimnary screening and referral to a certifying agency. The
Enpl oynent Devel opnent Departnment shall develop a formfor this purpose.

(2) Retain a copy of the certification and provide it upon request to the
Franchi se Tax Board.

(d)(1) For purposes of this section:

(A) Al enployees of trades or businesses, which are not incorporated, that
are under common control shall be treated as enpl oyed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to each trade
or business shall be determ ned by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall be all ocated
in that manner.

(C Principles that apply in the case of controlled groups of corporations, as
specified in subdivision (d) of Section 23622.7, shall apply with respect to
det er m ni ng enpl oynent .
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(2) If an enployer acquires the major portion of a trade or business of
anot her enpl oyer (hereinafter in this paragraph referred to as the "predecessor")
or the major portion of a separate unit of a trade or business of a predecessor,
then, for purposes of applying this section (other than subdivision (e)) for any
cal endar year ending after that acquisition, the enploynment relationship between
a qualified enployee and an enpl oyer shall not be treated as termnated if the
enpl oyee continues to be enployed in that trade or business.

(e) (1) (A If the enploynent, other than seasonal enploynent, of any qualified
enpl oyee, with respect to whom qualified wages are taken into account under
subdivision (a), is termnated by the taxpayer at any tinme during the first 270
days of that enploynment (whether or not consecutive) or before the close of the
270t h cal endar day after the day in which that enpl oyee conpl etes 90 days of
enpl oyment with the taxpayer, the tax inposed by this part for the taxable year
in which that enploynent is term nated shall be increased by an anobunt equal to
the credit allowed under subdivision (a) for that taxable year and all prior
taxabl e years attributable to qualified wages paid or incurred with respect to
t hat enpl oyee.

(B) If the seasonal enploynment of any qualified enployee, with respect to whom
gual i fi ed wages are taken into account under subdivision (a), is not continued by
the taxpayer for a period of 270 days of enpl oynent during the 60-nonth period
beginning with the day the qualified enpl oyee conmences seasonal enploynent with
the taxpayer, the tax inposed by this part, for the taxable year that includes
the 60th nonth followng the nmonth in which the qualified enpl oyee commences
seasonal enpl oynent with the taxpayer, shall be increased by an amount equal to
the credit allowed under subdivision (a) for that taxable year and all prior
taxabl e years attributable to qualified wages paid or incurred with respect to
that qualified enpl oyee.

(2) (A Subparagraph (A) of paragraph (1) shall not apply to any of the
fol | owi ng:

(i) Atermnation of enploynent of a qualified enployee who voluntarily | eaves
t he enpl oynment of the taxpayer.

(ii) Atermnation of enployment of a qualified enpl oyee who, before the close
of the period referred to in paragraph (1), beconmes disabled and unable to
performthe services of that enploynent, unless that disability is renoved before
the close of that period and the taxpayer fails to offer reenploynment to that
enpl oyee.

(iii) Atermnation of enploynent of a qualified enployee, if it is determ ned
that the term nation was due to the m sconduct (as defined in Sections 1256-30 to
1256-43, inclusive, of Title 22 of the California Code of Regulations) of that
enpl oyee.

(iv) Atermnation of enploynent of a qualified enployee due to a substanti al
reduction in the trade or business operations of the taxpayer.

(v) Atermnation of enploynent of a qualified enployee, if that enpl oyee is
repl aced by other qualified enployees so as to create a net increase in both the
nunber of enpl oyees and the hours of enpl oynent.

(B) Subparagraph (B) of paragraph (1) shall not apply to any of the follow ng:

(i) Afailure to continue the seasonal enploynent of a qualified enpl oyee who
voluntarily fails to return to the seasonal enploynent of the taxpayer.

(ii) Afailure to continue the seasonal enploynent of a qualified enployee
who, before the close of the period referred to in subparagraph (B) of paragraph
(1), becones di sabled and unable to performthe services of that seasona
enpl oynment, unless that disability is renmoved before the close of that period and
the taxpayer fails to offer seasonal enploynent to that qualified enpl oyee.
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(ii1) Afailure to continue the seasonal enploynment of a qualified enpl oyee,
if it is determned that the failure to continue the seasonal enploynment was due
to the m sconduct (as defined in Sections 1256-30 to 1256-43, inclusive, of Title
22 of the California Code of Regulations) of that qualified enpl oyee.

(iv) Afailure to continue seasonal enploynent of a qualified enployee due to
a substantial reduction in the regular seasonal trade or business operations of
t he taxpayer.

(v) Afailure to continue the seasonal enploynent of a qualified enployee, if
that qualified enployee is replaced by other qualified enployees so as to create
a net increase in both the nunber of seasonal enployees and the hours of seasonal
enpl oynent .

(C For purposes of paragraph (1), the enploynent rel ati onship between the
taxpayer and a qualified enpl oyee shall not be treated as term nated by reason of
a mere change in the formof conducting the trade or business of the taxpayer, if
the qualified enpl oyee continues to be enployed in that trade or business and the
t axpayer retains a substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated as tax
i nposed by this part for purposes of determ ning the anmount of any credit
al | onabl e under this part.

(f) In the case of an estate or trust, both of the follow ng apply:

(1) The qualified wages for any taxable year shall be apportioned between the
estate or trust and the beneficiaries on the basis of the incone of the estate or
trust allocable to each.

(2) Any beneficiary to whom any qualified wages have been apportioned under
paragraph (1) shall be treated, for purposes of this part, as the enployer with
respect to those wages.

(g) For purposes of this section, "value added agriculture | and use economc
zone" means an area designated as a val ue added agriculture | and use economc
zone pursuant to Chapter 12.9 (commencing with Section 7090) of Division 7 of
Title 1 of the Governnent Code.

(h) The credit all owable under this section shall be reduced by the credit
al | oned under Sections 17053.10, 17053.17, 17053.46 and 17053.74 clainmed for the
same enployee. The credit shall also be reduced by the credit allowed for
federal purposes under Section 51 of the Internal Revenue Code.

In addition, any deduction otherw se allowed under this part for the wages
or salaries paid or incurred by the taxpayer upon which the credit is based shal
be reduced by the ambunt of the credit, prior to any reduction required by
subdivision (i) or (j).

(i) I'n the case where the credit otherw se allowed under this section exceeds
the "net tax" for the taxable year, that portion of the credit that exceeds the
"net tax" may be carried over and added to the credit, if any, in the succeedi ng
ei ght taxable years, or until the credit is exhausted, whichever occurs first.
The credit shall be applied first to the earliest taxable years possible.

(j) (1) The amount of the credit otherw se allowed under this section,
including any credit carryover fromprior years, that may reduce the "net tax"
for the taxable year shall not exceed the anpbunt of tax which would be inposed on
t he taxpayer's business incone attributable to the value added agriculture | and
use economc zone determned as if that attributable income represented all of
the income of the taxpayer subject to tax under this part.

(2) Attributable income shall be that portion of the taxpayer's California
source business incone that is apportioned to the val ue added agriculture |and
use econom c zone. For this purpose, the taxpayer's business inconme attributable
to sources in this state first shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11. That business inconme shall be further
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apportioned to the value added agriculture | and use econom c zone in accordance
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, nodified
for purposes of this section in accordance wth paragraph (3).

(3) Business incone shall be apportioned to the value added agriculture |and
use econom c zone by multiplying the total California business incone of the
taxpayer by a fraction, the nunerator of which is the property factor plus the
payroll factor, and the denom nator of which is two. For purposes of this
par agr aph:

(A) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi bl e personal property owned or rented and
used in the value added agriculture | and use econom c zone during the taxable
year, and the denom nator of which is the average value of all the taxpayer's
real and tangi bl e personal property owned or rented and used in this state during
t he taxabl e year.

(B) The payroll factor is a fraction, the nunmerator of which is the total
anount paid by the taxpayer in the value added agriculture | and use econom c zone
during the taxable year for conpensation, and the denom nator of which is the
total conpensation paid by the taxpayer in this state during the taxable year.

(4) The portion of any credit remaining, if any, after application of this
subdi vi sion, shall be carried over to succeeding taxable years, as if it were an
anount exceeding the "net tax" for the taxable year, as provided in subdivision

().
SEC. . Section 17053.77 is added to the Revenue and Taxati on Code, to read:

17053. 77 (a) There shall be allowed as a credit against the "net tax" (as
defined by Section 17039) for the taxable year an anmount equal to five percent of
the qualified wages received by the taxpayer during the taxable year.

(b) For purposes of this section:

(1) "Qualified enpl oyee" nmeans a taxpayer who neets both of the foll ow ng:

(A) Is described in clauses (i) and (ii) of subparagraph (A) of paragraph (4)
of subdivision (b) of Section 17053. 76.

(B) I's not an enpl oyee of the federal governnment or of this state or of any
political subdivision of this state.

(2) (A "Qualified wages" neans "wages," as defined in subsection (b) of
Section 3306 of the Internal Revenue Code, attributable to services performed for
an enmpl oyer with respect to whomthe taxpayer is a qualified enployee in an
amount that does not exceed one and one-half tinmes the dollar limtation
specified in that subsection

(B) "Qualified wages" do not include any conpensation received fromthe
federal government or this state or any political subdivision of this state.

(© "Qualified wages" do not include any wages received on or after the date
t he value added agriculture | and use econom c zone designation expires, is no
| onger binding, or becones inoperative.

(3) "Value added agriculture | and use econom c zone" neans any area designated
as a val ue added agriculture | and use econom c zone pursuant to Chapter 12.9
(commencing with Section 7090) of Division 7 of Title 1 of the Governnment Code.

(c) For each dollar of incone received by the taxpayer in excess of qualified
wages, as defined in this section, the credit shall be reduced by nine cents
($0.09).

(d) The anount of the credit allowed by this section in any taxable year shal
not exceed the anmpbunt of tax that woul d be inposed on the taxpayer’s incone
attributable to enpl oynent within the value added agriculture | and use economc



Assenbly Bill 1977 (Reyes)
I ntroduced February 18, 2000
Page 18

zone as if that incone represented all of the incone of the taxpayer subject to
tax under this part.

AMENDMENT 5

On page 5, line 31, strikeout “2000” and insert:

2001
AVENDMVENT 6
On page 6, line 20, strikeout the term*an existing” and insert:
a
AVENDMENT 7
On page 7, lines 21 and 22, strikeout “new business or expansion of an
exi sting” and insert:
trade or
AVENDMENT 8
On page 8, line 15, strikeout “targeted tax area” and insert:

val ue added agriculture | and use econom c zone

ANVENDIVENT 9
On page 16, strikeout lines 6 to 13 inclusive, and insert:

Section 17267.1 includes a person that is engaged in a trade or business within a
val ue added agriculture | and use econom c zone designated pursuant to Chapter
12.9 (commencing with Section 7090) of Division 7 of Title 1 of the Governnent
Code, and is engaged in those lines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American |Industry

Cl assification System (NAICS). For purposes of this subdivision, all of the

foll owi ng shall apply:

AVENDVENT 10
On page 18, anend SEC. 8 of the bill to read as foll ows:

SEC. 8. Section 24347.2 is added to the Revenue and Taxation Code, to read:
24347.2. (a) For each incone year beginning on or after January 1, 2001, and
before January 1, 2013, there shall be allowed as a credit against the "tax," as

defined in Section 23036, an anount equal to the sales or use tax paid or
incurred by the qualified taxpayer during the incone year in connection with the
purchase of qualified property to the extent that the cost of the qualified
property does not exceed a—value—of one nmillion dollars ($1, 000, 000).
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(b) For purposes of this sectron

"Qualified
t axpayer"” means a person or entity that neets both of the foll ow ng:

(A) Is engaged in a trade or business within a value added agriculture |and
use econom ¢ (VALUE) zone designated pursuant to Chapter 12.9 (conmencing with
Section7090) of Division 7 of Title 1 of the Governnent Code.

(B) I's engaged in those lines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American | ndustry
C assification System (NAICS).

(2) "Qualified property"” means:

(A) wmVachi nery, machinery parts, and equi pnent purchased for exclusive use
wi thin the value added agriculture |and use econom c zone.

(B) The total cost of qualified property purchased and placed in service in
any taxable year that may be taken into account by any taxpayer for purposes of
claimng this credit shall not exceed one mllion dollars ($1, 000, 000).

(C The qualified property is used by the taxpayer exclusively in a val ue
added agriculture | and use econom c zone.

(D) The qualified property is purchased and placed in service before the date
t he val ue added agriculture | and use econom c zone designation expires, is no
| onger binding, or becones inoperative.

(c) In the case where the credit allowed by this section exceeds the "tax," the
excess may be carried over to reduce the "net tax" in the foll owi ng year, and
succeedrng years if necessary, unti | the credrt i s exhausted.

(d) N h
is—repealed—(1) The annunt of t he credrt othermnse al | owed under thrs sectron and
Section 23622.9, including any credit carryover fromprior years, that may reduce
the "tax" for the incone year shall not exceed the anmpunt of tax which would be
i nposed on the taxpayer's business incone attributable to the val ue added
agriculture | and use econom c zone deternmined as if that attributable income
represented all of the incone of the taxpayer subject to tax under this part.

(2) Attributable inconme shall be that portion of the taxpayer's California
source business incone that is apportioned to the val ue added agriculture |and
use economi c zone. For that purpose, the taxpayer's business incone attributable
to sources in this state first shall be determined in accordance with Chapter 17
(commencing with Section 25101) of Part 11. That business inconme shall be further
apportioned to the val ue added agriculture | and use econonm c zone in accordance
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, nodified
for purposes of this section in accordance wth paragraph (3).

(3) Business incone shall be apportioned to the val ue added agriculture | and
use economc zone by multiplying the total California business incone of the
taxpayer by a fraction, the nunerator of which is the property factor plus the
payroll factor, and the denom nator of which is two. For purposes of this
par agr aph:

(A) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi ble personal property owned or rented and
used in the value added agriculture | and use econom c zone during the taxable
year, and the denom nator of which is the average value of all the taxpayer's
real and tangi bl e personal property owned or rented and used in this state during
t he taxabl e year.
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(B) The payroll factor is a fraction, the nunerator of which is the total
anount paid by the taxpayer in the value added agriculture | and use econom c zone
during the taxabl e year for conpensation, and the denom nator of which is the
total conpensation paid by the taxpayer in this state during the taxable year.

(4) The portion of any credit remaining, if any, after application of this
subdi vi sion, shall be carried over to succeeding incone years, as if it were an
anmount exceeding the "tax" for the incone year, as provided in subdivision (c).

(e) Any taxpayer who elects to be subject to this section shall not be entitled
to increase the basis of the qualified property as otherw se required by Section
164(a) of the Internal Revenue Code with respect to sales or use tax paid or
incurred in connection with the taxpayer’s purchase of qualified property.

(f) This section shall remain in effect only until Decenber 1, 2013, and as of
that date is repeal ed.

AVENDMENT 11
On page 18, between lines 2 and 3, insert:
SEC. . Section 23622.9 is added to the Revenue and Taxation Code, to read:

23622.9 (a) There shall be allowed a credit against the "tax" (as defined in
Section 23036) to a taxpayer who enploys a qualified enployee in a val ue added
agriculture | and use econom ¢ zone during the incone year. The credit shall be
equal to the sumof each of the follow ng:

(1) Fifty percent of qualified wages in the first year of enploynent.
(2) Forty percent of qualified wages in the second year of enploynent.
(3) Thirty percent of qualified wages in the third year of enploynent.
(4) Twenty percent of qualified wages in the fourth year of enploynent.
(5) Ten percent of qualified wages in the fifth year of enploynent.

(b) For purposes of this section:

(1) "Qualified wages" neans:

(A) That portion of wages paid or incurred by the taxpayer during the income
year to qualified enpl oyees that does not exceed 150 percent of the m ni nrum wage.
(B) The total amount of qualified wages which nmay be taken into account for
purposes of claimng the credit all owed under this section shall not exceed two

mllion dollars ($2,000,000) per inconme year.

(C) Wages received during the 60-nonth period beginning with the first day the
enpl oyee commences enpl oyment with the taxpayer. Reenploynent in connection with
any increase, including a regularly occurring seasonal increase, in the trade or
busi ness operations of the taxpayer does not constitute comrencenent of
enpl oynment for purposes of this section.

(D Qualified wages do not include any wages paid or incurred by the taxpayer
on or after the value added agriculture | and use econonic zone expiration date.
However, wages paid or incurred with respect to qualified enpl oyees who are
enpl oyed by the taxpayer within the value added agriculture | and use economc
zone within the 60-nmonth period prior to the zone expiration date shall continue
to qualify for the credit under this section after the zone expiration date, in
accordance with all provisions of this section applied as if
t he val ue added agriculture | and use econom c zone designation were still in
exi stence and bi ndi ng.

(2) "M nimum wage" neans the wage established by the Industrial Wlfare
Conmi ssion as provided for in Chapter 1 (commencing wth Section 1171) of Part 4
of Division 2 of the Labor Code.
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(3) "Zone expiration date" nmeans the date the val ue added agriculture |and use
econom ¢ zone designation expires, is no |onger binding, or becones inoperative.

(4) (A "Qualified enployee" neans an individual who neets all of the follow ng
requi renents:

(i) At least 90 percent of whose services for the taxpayer during the income
year are directly related to a value added agriculture | and use econom c zone
enterprise zone.

(ii) Perfornms at | east 50 percent of his or her services for the taxpayer
during the inconme year in a value added agriculture | and use econom c zone.

(iii) I's hired by the taxpayer after the date of original designation of the
area in which services were perfornmed as a val ue added agriculture | and use
econoni c zone.

(iv) Is any of the follow ng:

(I') I'mediately preceding the qualified enployee's commencenent of enpl oynent
with the taxpayer, was a person eligible for services under the federal Job
Training Partnership Act (29 U S.C. Sec. 1501 et seq.), or its successor, who is
receiving, or is eligible to receive, subsidized enploynment, training, or
servi ces funded by the federal Job Training Partnership Act, or its successor.

(I'1) Inmedi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a person eligible to be a voluntary or mandatory
regi strant under the G eater Avenues for |ndependence Act of 1985 (GAIN) provided
for pursuant to Article 3.2 (commencing with Section 11320) of Chapter 2 of Part
3 of Dvision 9 of the Welfare and Institutions Code, or its successor.

(1) I'mediately preceding the qualified enployee's commencenent of
enpl oyment with the taxpayer, was an econom cal ly di sadvant aged i ndivi dual 14
years of age or ol der.

(I'V) Inredi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a dislocated worker who neets any of the follow ng:

(aa) Has been termnated or laid off or who has received a notice of
term nation or layoff fromenploynment, is eligible for or has exhausted
entitlenment to unenpl oynment insurance benefits, and is unlikely to return to his
or her previous industry or occupati on.

(bb) Has been term nated or has received a notice of term nation of enploynent
as a result of any permanent closure or any substantial |ayoff at a plant,
facility, or enterprise, including an individual who has not received witten
notification but whose enpl oyer has nmade a public announcenent of the closure or
| ayoff.

(cc) Is long-termunenpl oyed and has limted opportunities for enpl oynent or
reenpl oynent in the sanme or a simlar occupation in the area in which the
i ndi vi dual resides, including an individual 55 years of age or ol der who may have
substantial barriers to enploynent by reason of age.

(dd) Was self-enmployed (including farmers and ranchers) and i s unenployed as a
result of general econonmic conditions in the community in which he or she resides
or because of natural disasters.

(ee) Was a civilian enpl oyee of the Departnent of Defense enployed at a
mlitary installation being closed or realigned under the Defense Base Cl osure
and Real i gnment Act of 1990.

(ff) Was an active menber of the arned forces or National Guard as of
Sept enber 30, 1990, and was either involuntarily separated or separated pursuant
to a special benefits program

(gg) Is a seasonal or mgrant worker who experiences chronic seasona
unenpl oynent and underenpl oynment in the agriculture industry, aggravated by
conti nual advancenents in technol ogy and nechani zati on
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(hh) Has been termnated or laid off, or has received a notice of termnation
or layoff, as a consequence of conpliance with the dean Air Act.

(V) I'mediately preceding the qualified enployee's commencenent of enpl oynent
with the taxpayer, was a disabled individual who is eligible for or enrolled in,
or has conpleted a state rehabilitation plan or is a service-connected di sabl ed
veteran, veteran of the Vietnamera, or veteran who is recently separated from
mlitary service.

(VI) Inmediately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was an ex-offender. An individual shall be treated as
convicted if he or she was placed on probation by a state court without a finding
of guilt.

(VIl1) I'mediately preceding the qualified enployee's commencenent of
enpl oyment with the taxpayer, was a person eligible for or a recipient of any of
the foll ow ng:

(aa) Federal Supplenental Security |Incone benefits.

(bb) Aid to Famlies with Dependent Children

(cc) Food stanps.

(dd) State and | ocal general assistance.

(VI11) Inmediately preceding the qualified enpl oyee's conmencenent of
enpl oyment with the taxpayer, was a nmenber of a federally recognized Indian
tribe, band, or other group of Native Anmerican descent.

(I'X) Inredi ately preceding the qualified enpl oyee's comencenent of enpl oynent
with the taxpayer, was a resident of a targeted enploynent area, as defined in
Section 7072 of the Governnent Code.

(X) I'mediately preceding the qualified enployee's commencenent of enpl oynent
with the taxpayer, was a nenber of a targeted group, as defined in Section 51(d)
of the Internal Revenue Code, or its successor.

(B) Priority for enploynent shall be provided to an individual who is enrolled
in a qualified programunder the federal Job Training Partnership Act or the
G eater Avenues for Independence Act of 1985 or who is eligible as a nenber of a
targeted group under the Work Opportunity Tax Credit (Section 51 of the Interna
Revenue Code), or its successor.

(5) "Qualified taxpayer" neans a corporation that neets both of the foll ow ng:

(A) Is engaged in a trade or business within a value added agriculture |and
use econom ¢ (VALUE) zone designated pursuant to Chapter 12.9 (conmencing with
Section7090) of Division 7 of Title 1 of the Governnent Code.

(B) Is engaged in those lines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American |Industry
Cl assification System (NAICS).

(6) "Seasonal enployment" means enpl oynent by a taxpayer that has regul ar and
predi ctabl e substantial reductions in trade or business operations.

(c) The taxpayer shall do both of the foll ow ng:

(1) Obtain fromeither the Enpl oynent Devel opnment Departnent, as permitted by
federal law, or the local county or city Job Training Partnership Act
adm nistrative entity or the Iocal county GAIN office or social services agency,
as appropriate, a certification which provides that a qualified enpl oyee neets
the eligibility requirenments specified in clause (iv) of subparagraph (A) of
paragraph (4) of subdivision (b). The Enploynent Devel opnent Departnment may
provide prelimnary screening and referral to a certifying agency. The
Enpl oynent Devel opnent Departnment shall develop a formfor this purpose.

(2) Retain a copy of the certification and provide it upon request to the
Franchi se Tax Board.

(d) (1) For purposes of this section:
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(A) Al enployees of all corporations that are nenbers of the sane controlled
group of corporations shall be treated as enployed by a single taxpayer.

(B) The credit, if any, allowable by this section with respect to each trade
or business shall be determ ned by reference to its proportionate share of the
expense of the qualified wages giving rise to the credit, and shall be all ocated
in that manner.

(C© Principles that apply in the case of controlled groups of corporations, as
specified in subdivision (d) of Section 23622.7, shall apply with respect to
det er m ni ng enpl oynent .

(2) If an enployer acquires the mgjor portion of a trade or business of another
enpl oyer (hereinafter in this paragraph referred to as the "predecessor") or the
maj or portion of a separate unit of a trade or business of a predecessor, then,
for purposes of applying this section (other than subdivision (e)) for any
cal endar year ending after that acquisition, the enploynment relationship between
a qualified enployee and an enpl oyer shall not be treated as termnated if the
enpl oyee continues to be enployed in that trade or business.

(e) (1) (A If the enploynent, other than seasonal enploynent, of any qualified
enpl oyee, with respect to whom qualified wages are taken into account under
subdivision (a) is termnated by the taxpayer at any tinme during the first 270
days of that enploynment (whether or not consecutive) or before the close of the
270th cal endar day after the day in which that enpl oyee conpl etes 90 days of
enpl oyment with the taxpayer, the tax inposed by this part for the taxable year
in which that enploynent is term nated shall be increased by an anobunt equal to
the credit allowed under subdivision (a) for that inconme year and all prior
i ncone years attributable to qualified wages paid or incurred with respect to
t hat enpl oyee.

(B) If the seasonal enploynent of any qualified enployee, with respect to whom
gual i fi ed wages are taken into account under subdivision (a) is not continued by
the taxpayer for a period of 270 days of enpl oynent during the 60-nonth period
beginning with the day the qualified enpl oyee conmences seasonal enploynent with
the taxpayer, the tax inposed by this part, for the taxable year that includes
the 60th nonth followng the nmonth in which the qualified enpl oyee commences
seasonal enploynent with the taxpayer, shall be increased by an anmobunt equal to
the credit allowed under subdivision (a) for that inconme year and all prior
i ncone years attributable to qualified wages paid or incurred with respect to
that qualified enpl oyee.

(2) (A Subparagraph (A) of paragraph (1) shall not apply to any of the
fol | ow ng:

(i) Atermnation of enploynent of a qualified enployee who voluntarily | eaves
t he enpl oynment of the taxpayer.

(ii) Atermnation of enploynment of a qualified enpl oyee who, before the close
of the period referred to in paragraph (1), beconmes di sabled and unable to
performthe services of that enploynent, unless that disability is renoved before
the close of that period and the taxpayer fails to offer reenploynment to that
enpl oyee.

(ii1) Atermnation of enploynent of a qualified enployee, if it is determ ned
that the term nation was due to the m sconduct (as defined in Sections 1256-30 to
1256-43, inclusive, of Title 22 of the California Code of Regulations) of that
enpl oyee.

(iv) Atermnation of enploynent of a qualified enployee due to a substanti al
reduction in the trade or business operations of the taxpayer.

(v) Atermnation of enploynent of a qualified enployee, if that enpl oyee is
repl aced by other qualified enployees so as to create a net increase in both the
nunber of enpl oyees and the hours of enpl oynent.
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(B) Subparagraph (B) of paragraph (1) shall not apply to any of the follow ng:

(i) Afailure to continue the seasonal enploynent of a qualified enpl oyee who
voluntarily fails to return to the seasonal enpl oynent of the taxpayer.

(ii) Afailure to continue the seasonal enploynent of a qualified enployee
who, before the close of the period referred to in subparagraph (B) of paragraph
(1), becones di sabled and unable to performthe services of that seasona
enpl oynment, unless that disability is renmoved before the close of that period and
the taxpayer fails to offer seasonal enploynent to that qualified enpl oyee.

(ii1) Afailure to continue the seasonal enploynment of a qualified enpl oyee,
if it is determned that the failure to continue the seasonal enploynment was due
to the m sconduct (as defined in Sections 1256-30 to 1256-43, inclusive, of Title
22 of the California Code of Regulations) of that qualified enpl oyee.

(iv) Afailure to continue seasonal enploynent of a qualified enployee due to
a substantial reduction in the regular seasonal trade or business operations of
t he taxpayer.

(v) Afailure to continue the seasonal enploynent of a qualified enployee, if
that qualified enployee is replaced by other qualified enployees so as to create
a net increase in both the nunber of seasonal enployees and the hours of seasonal
enpl oynent .

(C For purposes of paragraph (1), the enploynent rel ati onship between the
taxpayer and a qualified enpl oyee shall not be treated as term nated by reason of
a mere change in the formof conducting the trade or business of the taxpayer, if
the qualified enpl oyee continues to be enployed in that trade or business and the
t axpayer retains a substantial interest in that trade or business.

(3) Any increase in tax under paragraph (1) shall not be treated as tax inposed
by this part for purposes of determ ning the anbunt of any credit all owabl e under
this part.

(f) For purposes of this section, "value added agriculture | and use economc
zone" means an area designated as a val ue added agriculture | and use economc
zone pursuant to Chapter 12.9 (commencing with Section 7090) of Division 7 of
Title 1 of the Governnent Code.

(g) The credit all owable under this section shall be reduced by the credit
al  oned under Sections 23623.5, 23625 and 23646 clained for the sanme enpl oyee.
The credit shall also be reduced by the federal credit allowed under Section 51
of the Internal Revenue Code.

In addition, any deduction otherw se allowed under this part for the wages
or salaries paid or incurred by the taxpayer upon which the credit is based shal
be reduced by the ambunt of the credit, prior to any reduction required by
subdi vision (h) or (i).

(h) In the case where the credit otherw se allowed under this section exceeds
the "tax" for the incone year, that portion of the credit that exceeds the "tax"
may be carried over and added to the credit, if any, in the eight succeeding
incone years, or until the credit is exhausted, whichever occurs first. The
credit shall be applied first to the earliest income years possible.

(j) (1) The amount of the credit otherw se allowed under this section,
including any credit carryover fromprior years, that may reduce the "tax" for
the income year shall not exceed the amount of tax which would be inposed on the
t axpayer's business incone attributable to the value added agriculture | and use
econom ¢ zone determned as if that attributable inconme represented all of the
i ncone of the taxpayer subject to tax under this part.

(2) Attributable inconme shall be that portion of the taxpayer's California
source business incone that is apportioned to the val ue added agriculture |and
use econom c zone. For that purpose, the taxpayer's business inconme attributable
to sources in this state first shall be determined in accordance with Chapter 17
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(commencing with Section 25101) of Part 11. That business inconme shall be further
apportioned to the val ue added agriculture | and use econom c zone in accordance
with Article 2 (commencing with Section 25120) of Chapter 17 of Part 11, nodified
for purposes of this section in accordance with paragraph (3).

(3) Business income shall be apportioned to the val ue added agriculture | and
use econom c zone by multiplying the total California business incone of the
taxpayer by a fraction, the nunerator of which is the property factor plus the
payroll factor, and the denom nator of which is two. For purposes of this
par agr aph:

(A) The property factor is a fraction, the nunmerator of which is the average
val ue of the taxpayer's real and tangi bl e personal property owned or rented and
used in the value added agriculture | and use econom c zone during the income
year, and the denom nator of which is the average value of all the taxpayer's
real and tangi bl e personal property owned or rented and used in this state during
the i ncone year

(B) The payroll factor is a fraction, the nunmerator of which is the total
anount paid by the taxpayer in the value added agriculture | and use econom c zone
during the inconme year for conpensation, and the denom nator of which is the
total conpensation paid by the taxpayer in this state during the income year.

(4) The portion of any credit remaining, if any, after application of this
subdi vi sion, shall be carried over to succeeding incone years, as if it were an
anmount exceeding the "tax" for the incone year, as provided in subdivision (i).

AVENDVENT 12
On page 18, line 35, after “(a)” strikeout “A’ and insert:

For each incone year beginning on or after January 1, 2001, and before January 1
2013, a

AVENDVENT 13
On page 19, lines 18 and 19, strikeout “new business, or expansion of
an existing”, and insert:
trade or
AVENDVENT 14
On page 19, line 25, strikeout “enterprise” and insert:

val ue added agriculture | and use econonic (VALUE)

AMENDMENT 15

On page 20, strikeout lines 26 to 32 inclusive and insert:
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(d) For purposes of this section "Qualified taxpayer” neans a corporation that
nmeets both of the foll ow ng:

(A) Is engaged in a trade or business within a value added agriculture |and
use econom ¢ (VALUE) zone designated pursuant to Chapter 12.9 (conmencing with
Section7090) of Division 7 of Title 1 of the Governnent Code.

(B) Is engaged in those lines of business described in sectors 111 to 115,
inclusive, 311 to 339, inclusive, or 541710 of the North American |Industry
Cl assification System (NAICS).



